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Vertical Ownership Arrangement and Transnational
Corporations’ Vertical Market Lock-in: A Theoretical
and Case Study on China’s Automobile Industry

BAI Rang-rang
(School of Management, Fudan University, Shanghai 200433, China)

Abstract: The transnational corporations have played an important role
on the development of China’s automobile industry, but with their increas-
ing market power, they also have the negative effect on the native state-
owned corporations’ research and development. Based on the partial owner-
ship arrangement in China’s automobile industry and the vertical control of
transnational corporations, the paper establishes a vertical-restraint model
under price competition of differentiated products to analyze the structural
reasons for the implementation of input discrimination of transnational cor-
porations and the lagged independent R&.D behaviors of Chinese partners.
The case studies in the industrial and enterprise levels show that, at the
post-WTO period, the increasingly strengthening vertical control of transna-
tional corporations not only crowd the native products or brands out in
downward market, but also have negative effects on the indigenous innova-
tion of large-sized stated-owned enterprises. Therefore, the governments
should apply the asymmetrical incentive policy to the input of independent
R&.D and the output of native products and gradually make large-sized stat-
ed-owned enterprises be dependent of transnational corporations.

Key words: automobile industry; transnational corporation; vertical
restraint; indigenous product; case study (wHERFE F—rh)
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